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| Seinen of Federal debt management and of using the national debt as an instrument of 
sound economic policy are probably as pressing today as ever before in our history. Five times 
during the history of our nation the expenditures of war have created heavy public debts. Each 
time many informed people felt that our debts were so large we could never recover from them. 
Following four of these wars these predictions were proved wrong; our nation restored its 


credit and reduced or eliminated the debts it 
had incurred. We are now carrying the burden 
of the largest debt of our history caused by 
the second World War. In the eleven years 
following the war, we have not as yet devised 
a systematic and orderly system of debt re- 
duction. It is directed to this problem that I 
have drafted the Public Debt Reduction Act 


these problems are met and positive steps taken to 
restore governmental credit, the less hazardous is the 
aftermath of war. 


In 1790, the public debt was $72.4 million, or $19 
per capita. Through the efforts of Alexander Hamilton 
as Secretary of the Treasury, the government indebted- 
ness was gradually reduced. It rose again following 
the War of 1812. Following the Civil War the debt 
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of 1957, S. 1738. 


In discussing the problems 
of reducing the national debt 
we must recognize in the first 
instance the lessons of history. 
Following each of the five 
debt-producing wars, we have 
had a serious inflation of com- 
modity prices. It has become 
a well recognized political 
and economic maxim that the 
painful experience of inflation 
and the painful experience of 
the deflation which inevitably 
follows each inflation is an 
unfortunate aftermath of defi- 
cit finance. It is equally well 
recognized that the sooner 


This Issue in Brief 


Our role of leadership in world affairs 
in these critical times has made greater 
demands on our economic resources than 
during any comparable peacetime period 
in our history. It is more necessary than 
ever, says Sen. Saltonstall to be coldly 
calculating about our ability to sustain our 
debt and to maintain vigorous national 
credit and financial resources. In_ this 
Review he discusses his measure S 1738, 
which would provide a systematic and 
orderly process for reducing the national 
debt and controlling the expenditures of 
the Federal government. 





was $2.6 billion or slightly 
over 50 percent of our na- 
tional income. In the years 
following the Civil War the 
debt was reduced by almost 
two-thirds. After the first 
World War our debt was ap- 
preciably reduced by sinking 
fund legislation. 

Coincident with the evolu- 
tion of a war finance philos- 
ophy throughout our history 
has been the development of 
a characteristically American 
tradition, that is, the paying 
off of the debts we incur. Not 
only is such a philosophy con- 
sistent with a free democratic 
government, but it has paid 
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dividends in the strength which it has given to us— 
confidence in our credit and steadily increasing na- 
tional wealth. Fiscal integrity—whether individual or 
national—has been a symbol of good, typically Amer- 
ican common sense. 


Some years ago the Committee on Public Debt 
Policy noted: 


“Throughout our history, the greatest obstacles 
to national strength and the most acute dangers 
of fiscal collapse have been weak financial policies, 
but never inadequate or failing resources. During 
the 157 years from 1792 through 1948, we have 
had ninety-five years of net surplus in our national 
budget and sixty-two years of net deficit. That rec- 
ord is good enough to encourage us—and poor 
enough to put us on guard.” 


To bring this record up to date since 1948, we have 
had six deficit years and three years of budget surpluses 
(including FY 1957). 


Would Lower Debt Ceiling 


As we reflect on the problems of our nation’s debt, 
» it is well to remember the great wisdom of the words 
of George Washington in his farewell address Sep- 
tember of 1796. 


“As a very important source of strength and 
security, cherish public credit. One method of pre- 
serving it is to use it as sparingly as possible; avoid- 
ing occasions of expense by cultivating peace, but 
remembering also that timely disbursements to pre- 
pare for danger frequently prevent much greater 
disbursements to repel it; avoiding likewise the ac- 
cumulation of debt, not only by shunning occasions 
of expense, but by vigorous exertions in time of 
peace to discharge the debts which unavoidable 
wars may have occasioned, not ungenerously throw- 
ing upon posterity the burdens which we ourselves 
ought to bear.” 


Economists generally regard the relationship of the 
debt to our national income as the best indicator of 
the debt’s burden on our economy. Our national debt 
today represents 82 percent of our national income. 
Today we realize, as we perhaps could not foresee 
a few years ago, that our role of leadership in world 
affairs in these critical times of uncertain peace has 
made greater demands upon our economic resources 
than during any comparable peacetime period in our 
history. In my judgment it is more necessary than 
ever to be coldly calculating about our ability to sus- 
tain our debt and to maintain vigorous national credit 
and financial resources. 


S. 1738 proposes to make use of a very simple 
device to effect by legislation a systematic and orderly 
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process for reducing the national debt and controlling 
the expenditures of the Federal government. The bill 
amends the Second Liberty Bond Act which has es- 
tablished a maximum ceiling on the size of the na- 
tional debt. The debt limit which now is established 
at $275 billion merely provides that the debts of the 
United States, regardless of appropriations or expendi- 
tures, can, at no time, exceed the ceiling. 


Reduced to simplest terms, S. 1738 merely says 
that each year automatically this ceiling will be gradu- 
ally lowered. In each year a small percentage of the 
preceding year’s Federal net revenue is subtracted from 
the maximum debt ceiling. In other words, the amount 
of money established as a maximum which at any 
one time can be outstanding in debt obligations is 
gradually diminished in each year by a percentage 
of Federal receipts. 


Once enacted, in the first year of operation the 
bill proposes that the ceiling on the national debt be 
lowered by 2 percent of the net revenue of the United 
States for the fiscal year ending twelve months prior 
to the first scheduled debt reduction. According to 
the dates now provided in the bill, this means that 
at the beginning of the following fiscal year an amount 
equal to 3 percent of the net revenue for fiscal year 
1958 is used and so on until July 1, 1961, and each 
year thereafter when an amount equivalent to 5 per- 
cent of the net revenue of the United States for the 
fiscal year preceding will be set aside for the auto- 
matic reduction of the ceiling on the national debt. 


These figures have been selected because they are 
gradual and moderate; yet if adopted would be ef- 
fective in achieving the aims and purposes of the bill. 
The figures are moderate in that existing programs 
need not be disrupted. The figures are realistic be- 
cause they can be applied within the present frame- 
work of Federal revenue and the reductions which 
they would cause would not, in my judgment, be in 
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any way disruptive of our great prosperity or weaken 
our national defense. 


In summary, these provisions of $. 1738 operate 
as a control on the national debt ceiling and not an 
actual reduction of the debt itself. Should the bill 
be enacted, a fixed sum, depending on the relation 
of the actual debt to the ceiling, would have to be 
appropriated automatically, much as debt interest is 
automatically appropriated now, to keep the outstand- 
ing obligations within the reduced statutory ceiling. 
A proposed change to this bill would require such 
an item to be included in the budget. 


Tax Cut Proviso Included 


In principle, this proposal also utilizes the ceiling 
on the national debt as a brake on Federal spending. 
This same device has been very effectively employed 
by the Senate Finance Committee in recent years to 
prevent further increases in our debt and to control 
the level of national spending. The bill alters the status 
quo very little. At the present time, the actual public 
debt is very close to the prescribed debt ceiling. A 
deficit budget at the present time would mean that 
authorized expenditures could not be fulfilled without 
exceeding the statutory ceiling. Gradually decreasing 
ceilings would impliedly require surplus budgets by 
requiring that expenditures be kept a fixed percentage 
below revenues. 


In summary, the essence of this bill and the only 
way in which it can be truly distinguished from our 
existing fiscal debt control is that this bill imposes the 
necessity for budgetary surpluses to stay within a grad- 
ually declining debt ceiling. 


Three suspension provisions have been written into 
this bill. One of these is for use in time of war when 
we realize a necessity for deficit spending to maintain 
our security. A second provision now states that the 
President may recommend the suspension of this bill 
because of economic conditions existing or threaten- 
ing and, if the Congress concurs by a concurrent reso- 
lution, the automatic reduction of the debt ceiling will 
be suspended for that fiscal year. 


A third provision of the bill merits explanation. 
The amount of reduction of the public debt ceiling 
which is affected by this bill each year will be reduced 
by an amount equal to the loss of revenue resulting 
from any tax reduction enacted by Congress during 
that fiscal year if, and only if, Congress so provides. 
Congress may provide for the suspension of the op- 
eration of this bill to the extent of the loss of revenue 


caused by tax reductions. The purpose of the third 
provision which has effect for two fiscal years (one 
year following the tax reduction) is to give greater 
flexibility to the provisions of this bill and to permit 
the temporary suspension of this bill in any years 
when the budgetary surplus referred to above is used 
for a tax reduction. 


By including such a provision, we do not foreclose 
the possibilities of general tax reduction, but rather 
we encourage a general tax reduction since the lower- 
ing of the debt ceiling makes mandatory budget sur- 
pluses, to be used in the first instance for debt reduction 
or alternatively, if Congress desires, to permit a loss 
of tax receipts without creating a deficit budget. The 
purpose of this provision is not to disregard the intent 
and aim of reducing the national debt; it is to create 
the flexibility which is necessary for any such far- 
reaching proposal to have lasting effectiveness. We 
simply say, in effect, that we will have budgetary 
surpluses and we will use these to reduce our national 
debt, but if Congress feels that our tax rate should 
be lowered in the national interest, this same device 
can be used as the means for achieving it. 


Only Means of Control 


I should like to mention one very revealing statistic. 
Had this bill been enacted in 1951 and assuming the 
bill’s operation was not suspended during the past 
six years the public debt would not today be $275 
billion, it would be $260.6 billion and in these very 
few years we would have made a significant start 
towards the repayment of our public debt. 


In order for this bill to operate properly, certain 
information may be necessary which is not now readily 
available. A greater relationship between appropria- 
tions and expenditures is necessary. S. 434, commonly 
known as the accrued expenditures bill, would, in my 
opinion, provide the necessary information and con- 
trol by which the provisions of this bill could operate. 
This bill would also virtually require the establish- 
ment of a single budget bill system which has been 
advocated by Senator Byrd. Both of these bills would 
provide the mechanism for informing both the Ad- 
ministration and the Congress of the expenditure limits 
within which this bill would operate. 


As we analyze the public debt, its implications and 
its economic gravity, we realize the unique character 
of the debt financing capability of our own Federal 
government. State constitutions and local charters are 
replete with limitations imposed on officials in in- 
curring public debts. Forty state constitutions require 
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either constitutional amendments or a public mandate 
to authorize debts beyond certain specified limits. In 
the Federal government our only means of control 
is a stafutory ceiling on the public debt, the ceiling 
which this bill seeks to amend. 


_ Few governments relate expenditures to revenues 
in as limited a degree as we do in the Federal govern- 
ment. We need only look to the British system of 
fiscal control for an excellent illustration. Under the 
English system, no expenditure measure can be en- 
acted without a corresponding revenue provision. I 
hope that the bill which I have introduced will be a 
means by which Congress can exercise a more re- 
sponsible political control over its greatest constitu- 
tional power—the power to tax and to spend. 


Significant Step Forward 
The purposes of this bill are five: 


1. to reduce the enormous national debt which com- 
puted on a per capita basis is $1,613.38. 


2. reduce the amount of money which must an- 
nually be appropriated for the payment of interest. 


3. to,gombat the ever-present dangers of inflation 
_ which are 4s grave today as they have been in recent 
years. 


4. to rebuild economic reserves and to promote 
greater financial stability so that our country may 
have the economic means to battle the true dangers 
of communist military and economic aggression. 


5. to provide a means for controlling the expendi- 
ture levels of the Federal government while surpluses 
are being accumulated for debt reduction and/or tax 
reduction. 


I am confident that this proposal would, if enacted, 
help to accomplish these purposes. Until we begin to 
make a concerted and self-disciplined effort to reduce 
Federal expenses systematically, not only in this year’s 
budget, but in each succeeding year’s budget, we are 
only creating an illusion for our people when we 
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speak of tax reduction, economic stability or reduced 
public indebtedness. 


Certainly the awareness on the part of the American 
people for economy and efficiency in the operations of 
their government has never been more clearly demon- 
strated than in this session of Congress. I think we all 
realize the necessity for achieving in each year’s budget 
review the greatest degree of control possible over 
Federal spending. There have been many worthwhile 
proposals in this session to achieve this end. Here in 
the Senate, we have already passed legislation for a 
special budget review commitiee and for presenting 
budget estimates on an accrued expenditure basis. 


Probably the most important criterion for fiscal 
policy in inflationary periods is a budgetary surplus 
and an expenditure control. The public debt and 
budget deficits add tremendously to the strain on our 
economic resources when our economy is being pres- 
sured by a demand for goods and services. Those of 
us who recall the terrible inflations in Europe follow- 
ing the first World War are keenly aware of the eco- 
nomic hazards and the potential disasters which these 
represent. 


To the extent that this proposal would also aid in 
the control of governmental expenditures and would 
begin to reduce an enormous national debt, both of 
which are powerful inflationary forces, we would be 
taking a very significant step forward in the direction 
of protecting savings, preserving the value of the 
dollar, and guarding against the ultimate hazards of 
national bankruptcy. 


Moreover, to reduce debt now in times of prosperity 
and times of great national productivity will help us 
to prepare a reserve for the possibility it again may be 
needed to protect the security of our nation. If we 
were to be thrust into another major war in the im- 
mediate future, it goes without saying that we would 
need to expend great sums of money and undoubtedly 
to finance our military effort with a deficit budget. Just 
as expending money for military preparedness is es- 
sential for national defense, so is conserving our eco- 
nomic resources essential to our national security. 


